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UNe-P: the Un-Profit 
Regulation premting RBOC profits 
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CLEC pmwirbth rblng: By the end of ZWl,  acceordlng 10 the FCC, 
C L E s  amnyntad for 10.2% of l t~e nation'B 1Wm switch& lines, up 
from 77% 12 mafitha BBrliBr, B 32% inCreBLb in Market sham Gabk 
telephony llnes are inmeslng at a slbhtly faster rete than averdl CLEC 
linha. By th+ end of 2001, m o d l ~ n g  t~ the FCC, ab19 t&ephone IIW 
cmattlutad 11% 01 CLEC IInes (2.2m lines), and 1% of all switched Ilnsa. 

Lost ILEC protlts: ILECa lost 1,5m llnes In me last aiK months Ot 2M1 
In the l a m  of UNEa (unbundled mstwork ebmentsl to CLECa. which WB 
mimete C O ~ B  w $1 bn in Lost annuallzed sakes, mamt of whieh Ls pure 
prbflt. In a SlM-mbnth spm, thsn, afim tarw, I L K  bnttarn lima lost 
about $325m In nst Incorns, 0nd $4.2bn In market capitalizwion. 
asaumlng B 13x PIE multiple, The Bell5 mrvlrpl about 94% of t k  natloe's 
InGumbant acM&8 linea, 80 the RBOCk pfimafily through UNE, 104 
$4bn In market cmpitdlretlon In the last hdf of 2001. The Bslls currently 
haw a $22bbn equity merket cap. meaning that CLECs conceivably 
bestrow 2% of Bell agultyvalue inthhe H2 2001. 

Sbms CLEC awrbulldlng: In H2 01, CLECs galned 24m lines, which 
wd believe was e r e e t a  wleluelwly Bt the expenae of t b  ILECS, or 
19,0000 Ilms per buslneas day. Som of these liws are lpst ta cab10 
telmphony or where CLECs bulld thelr own conne&m d I N l y  to 

severed tha canwectlan bshussn the ILEC and the euEtomer. rerndvlng 
the ILEC from 1- oflhslr f o m r  rwanv8 amam. 

Brum J. Rab~srts 
+I 212 929 9458 
bws.&hbMwwm 

nrilllarn P. Canlrr 
+I 212 428 94S7 
wl l lam.cwnlwDdW,~  
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b ~ d I n ~ ~ s 5 .  In such C3SB8. tha CLEC has awmullt, GampMely 

Ratlnp: We maintaln our Hold ratlngr an BellSouth Gorp,, h a t  
Go rnmu n icMiq ng , $Be hmmu n lcatlons and Vartzm hnmunlca t l m s  , 
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conclusion 





"The cream skim" - business, 
population density and 
dem og rap h i cs 

Ths currant mmpetltiw pdicies fmr rieh nsldenthi eutmmere, large buainsPm and 
€itatas with QWsrterpOpulatbn dsnsily. 
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Slnklng ttce wnk c-4 
Overbuilding maws m y  revenue mtribulion fmm former watmen or p m p e d l v e  
eustmers met w u l d  hwe used I Bell ii an werbuildlng CLEC wmn' t  around It fully 
Wtrand6' tho lined asaets, The business baae ip easier to overbuild b u w  they W 
Iacabd In offlw bui l~ngs  and otherwlae pmkad more denmsly. SQ the ' c m m  skle' 
tW be17 accwpanied by the 'werbulld.' That L, for yearn. C L E h  auCh EIB Tlme 
Wmwr Communicmlgng, ATBT Blrainm and WorldCorn'B MF8 (although we belleve 
me of WCOM'a dowlell w&g ItB Inability to Lwereqe the MCI h g  dlstance b m  and 
'heksdl' an MFS Imel pradud lht# itj haw b m  building meir own trunkli lnta 

' buaima laeatian~, slther fully bypassing the ILEC, or p m a p  rentlng mlnlmal netwrk 
nubsegmmts auch aa the last link lrrto a building. NQW, cable lelwphmy Is wpylnp the 
CLECs ~1 the residentCal slde. By pigoyb&dw onto the cable t m h h  MWk, thhey 

found an ecmwmial w a y  io  WerbUlld h e  leas d m e  resibenlial base. 8, danger to me 
ROUS that have concerned ut! far mom8 time. FCC Btalistics show cable tdsphony 
penmation Inmbslng wen fgater than werdl CLEC penmuon, a d  AT4T 
Broadband mpomd In 63 01 thd, k r  the Pmt time, i$ a b l e  telephony opbrallonu are 
EBITDA-pithe, vdlddon that a m e m i  b 'crack' the naCnt m~nopdy in the I d  
reBldentlal mamt BnlBttB. It Still tabs a lot h p e r  to deploy a csbie teLbphmy line than 
3 UNE Ilne. Thufi, cable ael@wny is  probably Impacting reaidantlal liner' mergins. but 
not Wttg ~lgnl f lmt market sham yet. 
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21 August 20M UNe-P: the Un-PTQflt 

q p s r  Imp. and prwl- the other nmtwrk rlemrnta. UNE-Loop emu# the krgemi 
m n u t  Im under the l a d  wholeaide BG-, However, UNE Imp d s s  should 
mailor&. In wr  vi^. 
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mechanism tD allow wrnpdhon to bulld up a large m q h  b a r n  d wrtomers - eitl 
lhrough UNE ekmrntsor resde k M E N  justlfy buildngihsir w n  network. 

End result 
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THE STATUS OF 271 AND UNE-PLATFORM IN 
THE REGIONAL BELLS' TEWTORIES 

Shcc- ow May rqwfl, the FCC ha granted 271s in fwr states: Georgia arid 
Louisiana for BclEauth and Maim and New Jersey for Yerirpn. Applicatians Par 
wenteen srates' 271s ant k f m  the FCC mow. By year-end we expect all of 
Vcrimn to be covered by 271s. We e x p t  w e s t  tb h v c  271b in all bw pr 

two States [Minneam and himne, being the mes WG cxpaet to lq), WE cxpact 
BellSouth to have all its 271s 'except Florids, Finally, we e x p t  SBC to add 
California law in 2002, but do m believe the Amwjtbch states will get their 2714 
until tzle first hdf  pf2003, 

111 As part of the 271 p r m s s ,  UNE ram since May have hem reduced in many 
states, most notably in the Wear Rtgiw,  but alw in SBC and Bal15outb aiw. 
We e~ppecl some more UNE dudions (Mnwwhlrsrtts, Ntw JerPey nnd 
Pcnnsylvmh are Bending k r  Ymizm, for example) but expect rhc pace to slow 
givm how much UNE mtes have d e m w  md given thar thc 271 p r o c ~ ~  that 
drives w m  oftht cuts is naring its end. 

Fur the CLECs, the lowver W E  rates present the appnrhmity to enter the local 
m d t t  4th minimal upfront inveshent.  It is not clear, however, w h a m  s m e  
of the mom &bled companica, like WorldCm, will IM able to Lakc futl 
advantap, We view U" u b e i q  positive for the TxCs, pmicularly ATBrT, but 
do not kliwe that it is enough to Itern the dec3ining rwmue! and profitability af 
rhe consumer larig-distance markeL 

I One Camme'rw Square - 2M5 Market Street Pbiladrlpbh PA - 
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YCI three month have pasaed since we last pubiished aw rep& "Thc Statu5 of 

fld o f  2 7 1  filings with the FCC am! the cancmitant chmqa t~ UNE-Platfm 
@"El') rates made by individual state c o d s s i u n &  we thwghr it timely to provide 

0 '  271 and UNE-Ph&m in the Regional Balls' Tenirories". Given the recant 

update, 

rn 

rn 

rn 

'Ihe flood a f  applications far in-Regiw Long distmce mtry under section 271 
of the Ttlewm Act (271) is rewhing its ma. Fameen 271s hew bwn 
grmtcd \o thhe Regional Bells (RSOC$ S Q  fiu? and the FCC h#u applicati~ns for 
sevcntbeTl more bFfm it right now; Alabama, K m k y ,  Mississippi, N m h  
Carolina and S o d  Carolina fa BellSouth; Cdmdo, Idaho, iowi~, Nebmska, 
North Dakm Mnntam+ Utah, Washingmi, and Wyoming for Qwst; New 
Hampshire, Blaware, and Virginia for Vuirm. 

By y e w 4  2002, we c x p t  271 s to cwer all BellSouth states except Florida, 
all Qwest staks cxcept Mimesou and posaibly Ariwna, and a11 V d z m  a t m ~  
S'BC has B goDd chance of having Califmia granted by year-end and B slight 
chance o f  having Michigan granted as well, with the rest of the Amlritcch 
stam likely b slip inb the fht  h l f b f 2 W .  

As the RBOCs h a w  prepared to submit their 2711, thry and their state 

cmmissions have made changes to their unbundled network tlernmt W E )  
prices. While wmmiB$im# db ~Ssifimlly c h q e  WE pri~-independmnHy 
of the 271 p r ~ l c e s k a i  N n v  York did carlicr this y e u  wid a5 Mg4ssthwttg, 
New Jersey, Texas and Perrnsyhrania arc doing nw-most c h g e s  have been 
made ag part of the 2 7 1  process. Thus bath beawe W E  t a k a  have been 
h w g d  SWI~ ~LI most mm over the last year and becauues tk 27 1 prweess ig 

Crtding, we exptEt a slower rak  of changc La p r k  qver the belrt ycsr br 

thanwhave  st^ in the last few months, 

fit a e h d  implementation of LrNEP accelerated in the hSr few months, as 
cmpaitivc carriers {CLECs] have focused mort pn t h i s  market. WorldCom's 
MC'P dirisim in partnership with Z-Tel lanehud im Neighborhood Plan in 
April. ATBrT has !oca1 IJNEP-hSed amice in six nates ta its original 
mo since March of 2402 and will probably add another f ~ m  stabs this p ~ .  I t l  
wdy 2002, ATBT WAS o f i n g  U N E P - b a d  local  gwvict only in N w  York 
d Ttxxas. Since Much, it ha5 addcd Mi&higaq Georgia, I l lh is,  Ohio, 
California, and New Jersey, It has indhtd  that it will e l m  m e r  Pmnsyluania 
and Ma~ra~husetts  this year, We expect it to push hard in California. wbep it 
will fight m e s t  TQ protect its lmg-diatanct market. WorldCm's M 6 I  
division intr&ced its Neighbmtmd phr~ in April and wppead ready to 

p s u c  e n q  in at lewt rhe u r h  zones thughour mast of the c m m q ,  E+ 
by thest long-dkmce carrim (IXCs) hm been partly in r e s p m  LO ptenrial 
 en^ by the RBOCs into the long distance market in a given state and partly m 
w p m  bb lower pritcs. Given tk fimricial problems at WnrIdCom and 
tht changes in ATAT'S m m w a  atrd masugernmt as it merges its Broadband 
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MI$ 'with Corneast it is w m h  &%cult to predict h w  bard they will push 
WEE' We nrpect some baeking off OB WmldCom's pa'f and 8. bardm push 
in a mall number of states on AT&T's. 

The Supreme Court has afirmeb the FCC's right to designate TELRIC (Total 
Elmmt L a n ~  RUP Iocmmtd b t )  AS rht methndalcigy by which W E  
pricer are sd, Murre broadly, in its May 2002 Veriwn Comrnuniwtiws v, 

FCC decisian, the S u p m e  Caun appearred to sffim the FCC's right to 
k i g r l s r t e  my methad other than rate-of-mum, which i s  specifimlly precluded 
by tht T e 1 m  Act, for the p u r p ~ e  ofscning UTE prim. 

Tne Iimgrerm sunival of W P - i n ,  nevertholess, in question. In its May ZQWZ 
V e r i m  dbcirim. Ihc $upreme C a m  reaffirmed the H n m 5 ~ r y  and im@Y 
standard, which it had a h a d y  highlighted in its January 1999 Iowa Utiliries 
&& V. FcC ddsim. On May 24th, in its USTA Y. FCC dcciiioq the D.C. 
circuit of Appeals remanded to the FCC the lW9 m E  arder fn which the 
FCC attempt& tu refine *c  Iia of rtquired IJNk in m r d a n c e  with the 
Supreme Cwrt's 'hemsmy and impair" standard. The D.C. Circuit also 
v m w d  &t FCC's line-sharing order. The FCC has appcaled back to he f d l  
b.C. Circuit mine a p e a s  of he am's kisirm. 
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markets f d d y  qdckly and in a h  wer $06 l q c r  mitin period. Other 
eltmm~ also mi@ bc removed Over time in % m e  gqmphic md cwtwmer 

it may Icaw actual implanentetian m tba hands of the stater, bul with fairly 
tight ruler to guide tlzat implmentatioa. In the context of UNEP, WM is 
sightficant dmd the m ~ v a l  af an individuhl element is that it rndm it 
nccasary fw he CLEC to do m e  work lo rcplssemblt the line when it  instrtB 
Its own equipmentL That will make it m m  difficult to move large numbers of 
cugtpmels rapidly. Tbw, the t imin~ and outcame ofthe # i d d  miw i s  
very important bmh m the C L E M X C s  who use UNEP and to the RBoCs 
who are wholeding lines to tho* CLECpllxC5 at deep dimunts. 

-kern, If thc PCC dbcidts to take g r ~ n ~ l a r i q  down tp tht ~irr-&n level, 

5 e- 
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r d l  spnding is ham- than that af M~AUMA, the damage to the RBOC is 
greater. For come time, at least, while the induatty remcfures itself into an 
“all distance" market. the WNEP YD. 271 g a m  is likely t~ be “ n e g a i v e - m , ”  
with both the RBOCs’ arid IXCs’ p A t s  hut  by hwer  revenue and higher 
mkehng costs. 
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I Por all RBOCs the full lMEP average(amummg DEM) d r W d  b~ 10% earn 
that which we rqmrted in Mwy. 
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-Anna Maria Kwecq Fh.D,, CFA 
-Kristin L. h r n s ,  PhB.  

-Gregory S. Vitale 
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$MENTIONED IN THIS REPORT 

!2mmkmm 8 v o l b o C '  
BtllSaMh BLS $25.44 

SBC sac $27.84 

Qwest P Z.62  

Vteizon 

AT&T 
WorldCam'a MCZ. 

L T e l  

Cmcaat 

VZ 

T 

WCOEQ 

ZTEL 

CMCSK 

%31,18 

$1 1.79 

$0.12 

$1.44 

s22,w 

8,887.87 
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